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SKT ASIDE AND REMANDED

on Hovember 30, 1980, a Stalte Director Review (SDR) reguest was timely
filed by Chevron U.§.& Inc. concerning a Lewistown pistrict Office (LDO)
decision dated Hovember Z, 1980, In this decision the Lewistown office
stated that the Dakota sand formation underlying itederal lease

fo. MTM-03329% was being drained by the #15-8 State well located in the
SWASEM Sec. B, T. 37 M., R. 5 E., Liberty County, Montana. They further
stated that since Chevron had not submitted & communitization agreement
(CA) pooling the lands in said Sec. 8, the Lewistown office wasg assessing
Chevron compensatory royalties in the amount of 9.%1 percent of the
production of the #15-B State well.

The #15-8 State well was drilled in January 1966, by Cardinal Petroleum
Company as a Swift Formation oil test. Oil was not discovered in . the
Swift Formation, but gas reserves were encountered in the overlying
pskota sand. Cardinal Petroleum wished to produce the well as a Dakots
gas well, but was prevented from doing s0 by the statewlide spacing tules
then in effect. These rules required that no gas well be located less
than 1320 feet from any lease or property boundary. The #15-8 well,
while leguily located ms an olil well test, was only about 700 feet cast
of the aforementioned federsl lease.

Cardinal Petrcleum docketed an exception request with the Montana Board
of 01l and Gas Conservabtion (MBOGC) asking that it be allowed to cperate
the #15-8 well as a Dakots sand gas well (Docket Hlo. /-66). This docket
was heard by the MBOGC at their Fehruary 10, 1666, hearing. Thers was no
protest offered concerning Cardinal’s reguest, and the HBOGC issued an
order allowing Cardinal Petruleum to produce the well as an exception to
statewide rules (Order Ho. 11--66.
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Cheviorn stated that the LDC was preveuted from tequlirving a CA 1ot said
Aee. § a¢ Che #315-8 State well "is neit subject to either the cucvent

statewids rule or any special vield rule.”  An analysis of the MBOGU's
records indicates that Chevron's ssgserition is correct. Staltewide rule
56.22,707, which established statewide spacing for gus us one well per
governmental seclion, becane siftechive on Devember 31, *szz ang thug

does not apply in this case. Heithso Chevren noc ite predecessors were
gnder any obligation to form @ CA as no valld specing unit exssts.

The assesssent of compensalory royslties is e visble option to proetect a
Lesse trow deainege. various Interior board ot Land Appeals (LHLA)
decisions have stated that two conditions must be met prior to making an
agvessment tor drainage. First, an asssssment canmol begin until passage
of a reascnahble time atfter notice. Second, a determination mmst be made
that a prudent operator cap ov could bave drilled & paying protective
well on the tract sutfering drainage.

Coticerning the fivst requivement, the LDO assessed Chevron in the amount
cf 4.4%1 percent of the production frow the #1b-% State well bepinning
Deceswber 19, 19664,  Lewistown states that nobice vocurred on April 247,
1564, the date that complebtion data for the ﬁi}wg State well was released
by the Petroleum Information Corporation. Chevron challenges this date
stating that “Chevron and its predecessor by merper vould not possibly
have been on notlices of the ussu*tod drainage prior to their acgquisition
¢t the leame.” To reconclle spute we have made dDUr own
deternination as e vhen the astice was for drainags purposes.

iz our judsment thal notice occurrved on January £2, 1966, the date
hist fh@ MBOGC publivcly asdvertised the hearing of Docket Ho. /-6% in the
Montang il Journal (Vol. 4%, Ho. 49). This anpnouncement stated that
Cardinal Petroleum Company was seering permigssion to produce gas Lvom a
well as sn exception to statewids location rules (the well was Loo close
to the tederal lesse). A&s a prudsnt operastor the lessse of vecerd,
Cenatd 0id and Gas Compsny, should have rveaslized the llkelihood that the
Fi%-8 well would drain the federsl lease once production was

it
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]b%n the option to form &8 CA been giabiei and Chevron deciined to do
s, the amount of compensaiory royaliy would have been limited to o 25
pereent per paragraph O L1E of the (mmnanz“atdeu Manuszl (BLE Hanual
A160-9)



eniablished. Furtherv, as both the benelits and Lisbilitles fov & lause
Leanster with changes in ownership (43 CFR 210600 23, all drathage
protLecticn obligationsg ultimutely reside with Chevron. We conour with
the LDO that Cenard could huve drilled and completed an off-set well on
the fodersl lease by December 1%bs.  We therstore agree that Dacenber 1Y,
1M66, meets the gtandurd of & veasonable time atter nnt ice,

The second condition which must be mel ig whelher or not a paying
protective well can, or could have, been drilied on the tvact being
Sraines.  The Lowistown Distyoot Oftice did oot conduct a prudent
eperator test (paying well determination) far the deained Lract as they
f0h that a 08 was requited Lo protect the lease. However, as explained
above, it 18 our finding thet Rule 56.22.702 does nobt apply Lo the #1h-8
wrell . we hereln set asige Lewishown's assessaent of compensatory
royalties, aond remand the cpse to allow the LDO to conduct a prudent
operator best for the dralned tract. Ii this test indicates that s
paying protective well could huve been dritled, the LDO can

Chevreon Tor the amcunt of g due.

VE-REEREE

On & related matber, we receivad your SDE request on Hovember 29, 194,
We contacted the Billings MBOSC office Lo inquive about hearing
procedures, notice rvequivemenis, and spacliog cules in effect in 1966,
They statod that it would take several days to retrieve the requested
data, partiecunlarly if they hud to obtain the informatien from their
Helena otfice. ¥We wrote to your office on Hovember 30, 1990, stating
fhat we would not he able Lo complete the CDH within 346 buslipess days as
requirad by 43 CFR 3iob.3404;

Q7.

in your subsequent Letter, dated Decembar 12, 1980, you questioned outr
anthotity 6 revige the S0B timeframs. FPlease note, however, cthat we
wers not arbitrarily revising the review period as your letter

concluded. Rather, we were walting tor the receipt of documents from Lhe
MBOGE and the Monfana 01l Jouenal necessary Lo make our declsion. Az
stated in the regulations, "The State Dirsctor shall iszue a tinal
decision within 10 business daye of the receipt of a compliete regquest for
administrative review . . .” (emphasis added). ¥For the recevd, we do not
gonzider an SDR request complete until all reisted documents and
materials huave been received, whebher from the appellant ov trom other

SHICCLS .,

Donald L. Gilchrist
Acting Deputy State Director

922:EBurks :mmf:12/18/90:x858: 71484  oranch of Mineral Resources
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